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VENCAD is A PRIVATE-SECTOR 
COMPANY THAT inveSTS iN 
private And publicly 
Traded Companies. Owned 
by independent 
shareholders and 
MANAGEMENT, Vencap Has 
committed $187.8 
million of equity capital to 
74 COMPANIES SINCE 
1982. Eouity capiral is 
the investment of funds to 
ACQUIRE OWNERSHIP 
positions IN New ANd 
EXISTING businesses. IN 
addition To becoming A 
shareholder in these 
ENTERPRISES, VENCAD 
PROVIdES MANAGEMENT 
ASSISTANCE AN EXPERTISE iN 
all areas of a company’s 


Growth. 
Vencap is publicly traded 
on the Alberta Stock 


Exchanae. 
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DONALD A. CARLSON 


For the year ended 
March 71, 1991, 
VeENCAp’S REVENUES WERE 
$10.6 million compared 
10 $19.8 million the 
previous year. Net income 


was $1.7 million, a 


decrease from the $6.7 
million Reported in 1990 
The reduction in Net 
income is due TO losses 
incuRREd in THE VENTURE 
portlolio and the 
IMPAIRMENT Of CERTAIN 


other investments that The 
CORPORATION RECORdEd 


during tHe year. 


We are pleased to present the Annual Report of Vencap Equities for the year ended March 31, 
19975 

The activities of your corporation over the past year exemplify Vencap’s progression toward 
maturity as a venture capital investment company. As was indicated at the time of Vencap’s 
formation in 1983, it takes seven to 10 years to reach the stage where divestitures from the venture 
portfolio start to form a significant part of Vencap’s business and appear to equal, or exceed, the 
investments made in new ventures. 

Vencap’s investment activity during the last two 12-month periods, however, has been at 
record levels — 21 new investments in 24 months; 10 of which were made during the fiscal year 
currently being reported. 

At March 31, 1991, Vencap had 38 companies in its portfolio of venture investments. Even 
though 10 new investments were made throughout the year, nine companies were sold or 
otherwise disposed, leaving a net increase of one company over the previous year. From another 
perspective, Vencap has committed venture capital funds to 54 companies since 1983, with 38 
currently remaining in the portfolio. You will continue to witness this pattern of divestitures on a 
more regular basis in upcoming years, although we cannot be certain that the number of 
divestitures in any one year will be as high as in the year just ended. 

While we strive to record gains from divestitures and have, during the course of our eight-year 
history, recorded total gains of $22.4 million, we also will see divestitures from companies which 
cannot compete or be successful in their chosen activities. A disappointment during the year was 
having to allow Myrias Research Corporation to be placed into receivership, resulting in an 
impairment to Vencap of $7.2 million. Although events such as this are part of the business we are 
in, it does not alter the regret we experience when it happens. In addition to the Myrias 
impairment, we also decided to record a permanent impairment against BT'CI Group of $2.5 
million as well as Skian (formerly EFX Marketing Inc.) of $700,000. 

We did, however, offset a portion of the loss and impairments with the successful dispositions 
of S.N. Hanson Group Enterprises Ltd., IDACOM Electronics Ltd. and Simborg Systems 
Corporation for total proceeds of $7.3 million and a net gain of $3.4 million. Also, Western Cartage 
and Storage was sold during the year and, although a $245,000 loss on this investment is indicated 
on the following financial summary, this loss does not take into consideration the $401,000 in 
dividend and interest income earned on our investment in Western Moving during the five years 
we held our position. 

As outlined, the largest portion of the year’s loss was due to the failure of Myrias. It is 
important to remember that, despite Myrias’ inability to succeed in the highly competitive and 
international field of supercomputers, Myrias’ technological activities in Alberta over the course of 
seven years contributed in a very significant way to the technological infrastructure and 
capabilities that now exist in this province. There is a huge ripple effect from initiatives such as 
Myrias that should never be discounted. 

Also during the year as part of our portfolio restructuring, we disposed of Vencap’s interests in 


BioTechnica International, Inc. and Computalog Ltd., recording losses of $4.5 million on these 


R.A. (SANDY) SLATOR 


Basic EARNINGS PER SHARE 
AT year-end were $0.7 | 
compared 10 $1.42 in 
1990. Ow a fully diluted 
basis, EARNINGS PER SHARE 
were $0.10 compared to 
$0.24. Basic NET ASSET 
vaAlUE per SHARE INCREASE 
To $12.00 from $10.60 
while fully dilured net 
ASSET VALUE PER SHARE ROSE 
10 $7.95 from $7.71. 


dispositions. As we stated in our annual report last year, it was our intent to continue new 
investment activity in concert with a thoughtful evaluation of existing investments in order to 
emerge as a well-focused, entrepreneurial-driven company. This has involved tough decisions but 
resulted in a venture investment portfolio of strength and positive prospects for the future. We are 
very pleased with the quality of our remaining venture portfolio and, although the economic 
recession has presented certain obstacles to growth, our companies have fared well in this difficult 
economic environment. 

Vencap continues to be one of the dominant players in the venture capital industry in Canada. 
While the industry in Canada, and North America, is in a period of rationalization, Vencap 
remains strong, with capital in hand representing almost one-third of Canadian venture capital 
funds available for investment. We continue to review an increasing number of quality business 
opportunities and expect this to result in a significant increase to our portfolio in the coming year. 

Vencap’s financial condition is best measured by Net Asset Value Per Share. You will notice on 
the enclosed Balance Sheet that, despite recording losses and impairments, Vencap’s underlying 
asset value has increased to $12.00 per common share from $10.60 last year (basic) and to $3.95 
from $3.71 (fully diluted). Given the high-risk nature of venture investing, Vencap provides a 
specific allowance against those investments which are not proceeding as planned. In this way, 
potential negative consequences are anticipated and recognized in net asset value. 

As stated, we have in the last two years made investments in 21 new companies, not including 
existing companies in which follow-on funds were invested. Our business is helping entrepreneurs 
build successful companies. We believe we have selected and invested in opportunities with the 
potential to generate superior long-term capital gains. Our selection process is thorough and funds 
are invested only after very careful consideration of all known risks. Due to the long-term nature 
of the venture capital process, favorable results from these 21 venture investments, as well as from 
the rest of the portfolio, may be a long time in coming - five to 10 years, sometimes longer. The 
results, when they do occur, can be significant. Many of the most successful companies in the 
world today got their start from a venture capital investment. We envision the same degree of 
success for many of the companies in Vencap’s venture investment portfolio. 

We would like to express our appreciation to the many partners who have participated in 
Vencap’s activities throughout the year. Vencap’s 22 employees, your Board of Directors, and the 
management and staff of the companies in which Vencap has invested have all contributed greatly 


to our success in reaching the goals and objectives established at the beginning of the year. 


On behalf of The Board of Directors, 


Ses Oe) uyuealD i ee ets 


Donald A. Carlson R.A. (Sandy) Slator 


Chairman President and Chief Executive Officer 
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Major Products or 
Name of Company Services 


Fiscal 
Year 
First 


Stage of Investment 
at Time of First Investment 


Early 


Invested Stage Expansion 


Acquisition Special 
Related Situations 


CONSUMER PRODUCTS/RETAIL VENTURES: 


Alberta Television Network Inc. Alberta-based commercial television stations. 1990 X 

CRS Restaurants Inc. Canadian chain of WesterN SizzliN restaurants. 1991 X 

First Choice Wholesalers Inc. ” Distributor of recreational vehicle & marine parts. 1990 Xx 

Folkestone Fine Linens Ltd. High quality bedroom, bath & table linens. 1990 X 

Forzani Group Ltd. Retail sport/leisure clothing & equipment. 1991 X 

Great Canadian Railtour Company Ltd. Rocky Mountain Railtour vacation packages. 1991 X 

Liquidation World Inc. Close-out merchandise & excess inventory. 1990 xX 

Monarch Communications Inc. Radio, TV & cable stations. 1991 x 

Nova Entertainment Inc. Fully integrated movie distributor. 1991 X 

Peters & Co. Limited ++ Full service investment dealer. 1987 X 

Relax Development Corporation Ltd.++ Full service economy hotels. 1986 X 

Skian Clothing Corporation Inc.’ European-accented sports outerwear; Edgewear label. 1990 X 

Western Cartage & Storage (1962) Ltd. + Household goods moving. 1986 X 

Net allowance against consumer products/retail ventures 

Total Consumer Products /Retail Ventures 5 7 1 0 
INDUSTRIAL/MANUFACTURING VENTURES: 

Albchem Industries Ltd. Manufacture of sodium chlorate. 1990 X 

ALPECO Oil field equipment. 1988 X 

AMPTECH Corporation Precision injection-molded plastics. 1987 X 

Asani International Corporation International trading company. 1991 X 

The Churchill Corporation Industrial holding company. 1987 Xx 

Computalog Ltd. ++ Energy sector service company. 1989 X 

Corod Industries, Inc. Continuous & conventional sucker rod. 1985 x 

H.P.I. Beverages Ltd. ++ Independent bottler & canner of beverages. 1989 X 

Intercane World Corporation Ltd. Proprietary sugarcane processing equipment. 1987 X 

K-Bro Group of Companies ++ Laundry services, primarily healthcare related. 1990 X 

Lakeside Farm Industries Ltd. Meat packing & integrated agribusiness. 1986 X 

Mountain Minerals Co. Ltd. Industrial minerals mining & processing. 1986 xX 

Museatex Audio Inc. High-end audio components, electronics & speakers. 1991 X 

Nascor Incorporated Energy-efficient building structures. 1986 X 

Protective Apparel Inc. Fire resistant & other protective apparel. 1991 X 

PTI Group Inc. ++ Food services, camp facilities & oilfield supply. 1984 X 

Sun Country Foods Inc. * ++ Environmentally pure production of fresh produce. 1990 X 

Net allowance against industrial/ manufacturing ventures 

Total Industrial/Manufacturing Ventures If 6 3 1 
TECHNOLOGY VENTURES: 

ACT Computer Services Ltd. Computer services & products. 1986 X 

BIOSYS Biological pesticides — chemical free. 1988 X 

BTCI Group Ltd. Agribusiness. 1986 X 

BioTechnica International, Inc. Broad-based biotechnology. 1986 X 

Cholestech Corporation Pharmaceutical & diagnostic medical devices. 1991 X 

D &S Petroleum Consulting Group Ltd. Petroleum industry software. 1985 Xx 

SN Hanson Group Enterprises Ltd. Metallurgical engineering. 1985 X 

latroMed, Inc. Electrostimulation medical devices. 1989 

IDACOM Electronics Ltd. Data communications protocol testers. 1985 X 

Innogenics Inc. Breast cancer prognostics. 1990 X 

Myrias Research Corporation Parallel processing supercomputers. 1988 X 

Newtek Ventures II Technology venture capital fund. 1991 X 

Pathfinder Venture Capital Fund III Medical & electronics venture capital fund. 1990 X 

Simborg Systems Corporation Networking software for the healthcare industry. 1990 X 

SPURT Investment Fund I Technology venture capital fund. 1986 X 

Stanley Technology Group Inc. Technological consulting engineering. 1986 X 

Westronic Inc. Remote monitoring & control systems. 1986 X 

Net allowance against technology ventures 

Total Technology Ventures yh U7 0 3 
TOTAL VENTURE PORTFOLIO BALANCE 19 20 4 4 


* 


Name change from prior year. 
4 ++ Reclassification from prior year. 
New investment during fiscal 1991. 


VENTURE INVESTMENT ACTIVITY FROM 198% TO MARCH 41, 1991 


(Millions of Dollars) 


Since inception in October, 
1983, Vencap has invested 
and committed a total of 


$183.8 million. 


Of the $183.8 million cumulative 
venture activity, $116.6 is 
currently invested and 
committed. The remaining $67.2 
million of investments have been 


sold, returned or written off. 


'84 — $7.0 


$24.3 committed 
AT YEAR-EN 
99a 


‘91 —$26.8 


‘90 - $17.4 


Toral — $187.8 million 


$92.3 existing Toral 
GROSS VENTURE portfolio 


Toral — $187.8 million 


‘89 — $9.0 


'86—$71.7 


87 —$18.2 


'88 — $20.7 


'89 — $32.7 


$24 3 committed 


$24.3 PERMANENT 
IMPAIRMENT 


$5.4 RETURN of 
capital 


$77.9 dispositions 


Initial capitalization $244.0 million 
Cumulative venture investments, excluding commitments (159.5) 
Cash from dispositions and return of capital 57.4 
Cash from dividends and interest on 

venture investments 15.8 
Cash from dividends and interest on 

marketable securities (net) SO 
Marketable securities, March 31, 1991 $192.9 million 


he, 


ww 


ACTIVITY DURING FISCAL 1991 


Corresponds To 
Balance Sheer 
(1990) 


| eae eas 
Correspond to Note 4 


Corresponds To 
STATEMENT of 
Income ANd 
STATEMENT of 
Changes in 
Financial Position 


Corresponds 
TO STATEMENT 
of Chances in 
Shareholders’ 
Equity 


Corresponds To 
Balance Sheet 


New / Additional Disposition of Investments Decrease (Increase) Additional 
Investments During Fiscal 1991 in Allowance for Gains (Losses) Commitments 
Balance During Return of Permanent Unrealized Gains Balance on Dispositions Approved but 
March 31,1990 Fiscal 1991 Sale Capital Impairment and Losses March 31,1991 During Year not Closed 
(Canadian Dollars) 
225,002 66,560 291,562 9,675,000 
0 2,100,000 2,100,000 
750,000 350,000 1,100,000 1,000,000 
250,000 0 250,000 
0 2,150,000 2,150,000 1,350,000 
0 2,500,960 2,500,960 
490,000 1,000,000 1,490,000 
0 5,000,000 5,000,000 
0 1,600,000 1,600,000 
769,454 0 401,053 368,401 
7,000,000 400,000 100,000 7,300,000 
566,000 150,000 16,000 700,000 0 
2,394,000 sf 0 2,394,000 0 (245,099) 
12,444,456 15317520 2,394,000 517,053 700,000 24,150,923 
(134,502) (695,498) (830,000) 
12,309,954 15,317,520 2,394,000 517,053 700,000 (695,498) 23,320,923 
5,000,000 1,252,500 6,252,500 
4,319,321 0 4,319,321 
2,800,112 1,575,000 250,000 4,125,112 
0 2,000,000 2,000,000 
14,000,000 0 14,000,000 
512,500 0 512,500 0 (111,004) 
625,429 0 625,429 
850,000 0 850,000 
4,000,000 0 4,000,000 
3,000,000 0 3,000,000 
5,000,000 0 5,000,000 7,750,000 
2,550,000 0 100,000 2,450,000 
0) 1,500,000 1,500,000 
1,500,000 0 1,500,000 
0 1,250,000 1,250,000 
2,263,230 0 438,230 1,825,000 
400,000 638,725 1,038,725 184,000 
46,820,592 8,216,225 512,500 788,230 0 53,736,087 
(3,221,306) (42,694) (3,264,000) 
43,599,286 8,216,225 512,500 788,230 0 (42,694) 50,472,087 
100,000 0 100,000 0 15,000 
1,826,481 0) 1,826,481 386,262 
4,000,000 0 2,500,000 1,500,000 
4,868,067 0 4,868,067 0 (4,354,788) 
0 1,767,915 1,767,915 
2,000,000 0 2,000,000 
1,133,000 133,000 1,266,000 0 496,635 
918,090 582,500 1,500,590 
1,723,900 0 1,723,900 0 2,741,758 
275,000 0 275,000 
6,999,994 250,000 7,249,994 0 
0 570,767 570,767 1,810,000 
232,260 0 232,260 2,160,000 
885,600 0 885,600 0 193,530 
251,979 0 251,979 
2,029,218 0 2,029,218 
2,448,835 0 2,448,835 
29,692,424 3,304,182 8,743,567 100,000 9,749,994 14,403,045 
(3,144,192) 2,738,192 (406,000) 
26,548,232 3,304,182 8,743,567 100,000 9,749,994 Padiete yA ley 13,997,045 
82,457,472 26837 927 11,650,067 1,405,283 10,449,994 2,000,000 87,790,055 (1,263,968) 24,315,262 
a | a a ay A a a 


Vencap invested $26.8 
million in 10 new and 11 
EXISTING VENTURE 
INVESTMENTS during fiscal 
ell 


Toral Gross VENTURE 
Portfolio ar March 71, 
1991 — $92.3 million in 


28 COMPANIES. 


CURRENT VENTURE PORTFOLIO 


(Millions of Dollars unless orlerwise indicated) 


VENTURE PORTFOLIO CHANGES IN 1991 


During the current year, Vencap invested $26.8 million 
in new and existing venture investments. However, the 
net increase in the venture portfolio balance from last 
year is only $5.3 million. The difference is due partly to 
the impact of venture dispositions, permanent 
impairments, and return of capital, all of which are ways 
of achieving the final step in the venture capital process 
~ liquidity. The remaining increase in the carrying value 
of the venture portfolio reflects a $2 million reduction in 


the allowance for unrealized gains and losses. 


Opening Balance (1990) $82.5 million 
Reduction in allowance 2.0 

Sold (11.6) 
Impaired (10.5) 
Returned (1.4) 

Net Opening Balance 61.0 
Additional investments 26.8 
Closing Balance (1991) $87.8 


VENTURE PORTFOLIO BY STAGE OF INVESTMENT AND 
INDUSTRY SECTOR 


Vencap invests at all stages in the development of 
companies. As illustrated by the current composition of 
the venture portfolio, the majority of companies were at 
the early stage and expansion phases of their 
development at the time of Vencap’s initial investment. 
Vencap’s venture investments fall into three broad 
industry sectors. Technology investments represent 
only 15.6% of the venture portfolio at March 31, but 
nearly one-third of the total number of companies. This 
dichotomy is due to the early stage of many of the 
technology investments which typically involve less 
than $500,000 in first-round financing. Industrial / 
Manufacturing investments, of which there were 16 at 
year-end, represent 58.27% of the portfolio. Consumer 
Products/Retail investments totalled 11 companies at 


year-end, representing 26.2% of the portfolio. 


$82.9 opening balance 


$2.0 reduction 
in allowance 


$26.8 additions 


$(1.4) returned 
: $(10.5) Impaired 
$(11.6) sold 


$72.4 
early staGe 79.1% 


aS 


ACQUISITION RElATEd 
18.1% 


$1.0 
other 1.1% 


$42.2 
EXpANsION 47.7% 


EARLY STAGE 
Less than $900,000 


Includes seed, start up 
and early stage 
companies. Typically 
REPRESENTS The Highest 
form of risk and potential 
for failure but, if 
successful, also the 
highest porenrial for 
significant profit. Involves 
iNTENSive Time demands as 
all levels of management 
SUPpoRT ANd assisTANce 
must be provided by 
Vencap. Examples: 
InNogenics Inc., SUN 
Country Foods Inc. 


SECOND AND THIRD 
STAGE — EXPANSION 


Between $900,000 and 
$5 million. Inrended to 
fiNANCE GROWTH iN EXISTING 
businesses with A broader 
Geographic spread and 
MORE MATURE MANAGEMENT 
THAN EXISTS IN EARLY STAGE 
iNvesTMENTS. Examples: 
Nova Entertainment INc., 
Museatex Audio Inc. 


LATER STAGE 


Typically $1 million to 
$10 million. Usually 
involves Companies with 
established markers and 
PROVEN MANAGEMENT THAT 
Have the porential to 
become major players in 
their industries. 
Examples: PTI! Croup 
Inc., Forzani Group of 
Companies. 


INVESTMENT 
STRUCTURING 


While the majority of 
VENCAP'S INVESTMENTS iN 
COMPANIES ARE MAE ON A 
minority OwneRsHip basis, 
THE CORPORATION doES 
CONSIGER SITUATIONS iN 
which majority ownership 
is held by Vencap. 
Common And/or 
preferred shares are the 


Vencap invests equity capital to fund the creation of new companies and the growth of existing 
businesses. Interested in all industry areas, Vencap pays particular attention to electronics, 
telecommunications, environmental management, advanced materials, consumer products and 
services, medical technology, and industrial/manufacturing. Companies within each of these areas 
are now in Vencap’s venture investment portfolio. Areas in which Vencap will not invest are: 
conventional oil and gas exploration and development, nuclear power, water diversion, real estate 
development and conventional banking and lending operations. 

Investments of any size to a maximum of 10 per cent of Vencap’s assets are considered in 
businesses where there is excellent potential for future growth or where there exists the 
opportunity to facilitate strategic alliances either for Vencap or the companies in which Vencap 
invests. While an average investment is between $2 and $3 million, Vencap commitments have 


ranged from $200,000 to $18 million. 


Vencap’s investment practices involve: 

¢ helping to start new companies by providing early stage/start up capital. 

e funding companies that already exist but which require additional capital to finance growth 
and expansion. There are two forms of capital — equity capital as is provided by Vencap and 
debt capital as is obtained from lending institutions. 

* assisting competent management to acquire existing Alberta companies whose present owners 
wish to sell. 

¢ investing outside the province in ventures which, if they succeed, will create profit for Vencap 
and its shareholders and will in some way enhance the Alberta economic infrastructure and/or 
assist in furthering the ability of Vencap and the companies in which it has invested to do 


business in an increasingly global marketplace. 


As stated at the outset of this decade, Vencap’s investment strategy for the ‘90s is the result of 
the corporation’s maturity in the ‘80s. While once a start up investor concentrating on investment 
stages and industries to match the corporation’s strengths and capabilities at the time, Vencap has 
evolved into one of Canada’s leading venture capital investors. | 

Throughout the ‘90s, Vencap will continue with the strategies defined at the outset of this 
decade — to invest in the full range of investment stages that exist, such as early stage/start up, 
expansion, turnaround, and majority ownership. These objectives were set out in last year’s annual 
report, as were the specific examples of investments made by Vencap in those areas. During the 
year currently being reported, Vencap’s strategic direction has continued, as evidenced by 
Vencap’s investments in opportunities such as Newtek Ventures II, Cholestech Corporation and 


Asani International Corporation. 


MOST COMMON iNVESTMENT 
vehicles. Depending on 
the planned Growth 
STRATEGY ANd cash 
forecasts, dividends may 
be requested. IN some 
SITUATIONS, VENCAP INVESTS 
through convertible 
debentures. INTEREST 
income may be earned by 
VeNncap in THESE 
situations. Since 1987, 
Vencap Has earned 
$19.8 million in dividend 
ANd inTEREST income from 
COmpanies iN THE VENTURE 
portolio. 


INVESTMENT 
STRATEGIES 


VeNCAP CONTINUES TO SEEK 
CO-iINVESTORS, PRimaARily in 
those areas in which we 
CAN GAIN ASSISTANCE IN A 
specific kind of investment 
or industry, CAN build and 
STRENGTHEN OUR CONTACT 
Network, and Gain 
strategic knowledge and 
ACVANTAGE iN CERTAIN 
indusrries that Have 
applications To the 
Alberta markerplace. 
Investments in Cholestech, 
latroMed and BIOSYS 
ave enabled us to 
establish solid links with 
other centres of 
technology excellence and 
begin the building of a 
critical mass of Expertise 
and technologies in 
Alberta. Being exposed to 
leading-edge developments 
OCCURRING Elsewhere 
improves our ability To 
ATTRACT SOME Of THESE NEW 
initiatives To Alberta. 
INVESTMENT STRATEGIES SUCH 
as these will enable us ro 
facilitate tHe CROSS- 
TRANSfER of Technology, 
MANUIACTURING ANd 
MARKETING RIGHTS between 
U.S. and Alberta 
companies And will bring 
additional credibility ro 
VENTURES STARTE in This 
PROVINCE. 


Since 1983, Vencap has committed $183.8 million of equity capital to 54 companies. That is an 
incredibly high record in the venture capital industry. Even though Vencap leads in the number of 
‘deals done’ relative to the number reviewed, we have not invested in some 4,000 other companies 
that have approached us. In most cases, the people involved are very good, hard-working 
entrepreneurs who, in all likelihood, will continue to run good businesses. Equity investors, 
however, must see the prospect of significant growth, the building of a business that will be an 
attractive acquisition target or be an initial public offering candidate five to 10 years down the line. 
This criteria is necessary for a venture investor such as Vencap to realize sufficient levels of return 
to be passed onto shareholders. Out of every 10 investments a venture investor makes, two fail. Six 
will continue to operate, but not in a way that generates a significant return on investment. Only 
two will provide any reasonable return at all. Given this scenario, those two must provide 
incredible returns. 

The selection criteria behind each new ‘deal’, therefore, is paramount. And a significant criteria 
is the working relationship that is established with the entrepreneur. The essence of venture 
capital is not the financial transaction but the value-added component — working with the 
entrepreneur to build the business into a major enterprise. It is the primary security against the 
risk of our investment. 

The relationship that must exist between investor and entrepreneur cannot be overstated. Each 
of Vencap’s professional staff members has developed close working relationships with the 38 
companies currently in Vencap’s venture capital portfolio. We work with them to develop 
marketing plans, alliances, networks. We assist in developing financial management systems and 
controls. We seek other people to serve on their boards of directors to provide additional counsel 
and advice. We help them obtain further sources of capital, both equity and debt. We help to 
identify and recruit key management personnel that may be missing from their current operations. 
The list is long, and always growing, for each company is as distinct in its needs as it is in its 
business. 

Vencap’s responsibility to its shareholders is to maximize profits and minimize losses from the 
corporation’s venture investment program. For this reason, Vencap does not support every 
venture we see. We do not ‘hand over’ investment funds to individuals at our first meeting. We do 
not invest in enterprises simply because a Vencap shareholder is involved. Vencap’s investment 
process is thorough and intensive. We invest in companies who have met our criteria and who we 
believe can meet our expectations. And when we say ‘no,’ we say it quickly so as not to tie up an 


entrepreneur's time and effort in locating other sources of capital. 


4 


WITH THREE STORES IN CALGARY WITHIN 1 1/2 


YEARS OF START UP, FOLKESTONE WILL BE 


LOCATIONS. VENCAP’S INVESTMENT IN 


Venture capital investments of a start up/early stage nature are most often thought of in terms 
of high-tech, biotechnology, or medical. Vencap’s early stage portfolio includes investments in 
those areas but also has room for start up companies such as Folkestone Fine Linens Ltd. — a new 
and exciting entry to the retail industry. 

Folkestone’s product is high quality bedroom, bath and table linens with emphasis as well on 
other interior design accessories and services. Its concept is startlingly simple, and startlingly 
unique to the Canadian retail philosophy. Combine the look of an upscale store with competitive 
prices and unbeatable service. 

And on that point, Folkestone founder and President Greg Dyer is very clear. His market focus 
is not based on high-income customers, even though the appearance of Folkestone storefronts has 
given that impression. “Folkestone stores enable the average 
person to do some interior design in their home without the high 
price tag that’s usually associated.” 


Greg’s approach: double the service levels from what people 


LOOKING FOR OTHER WESTERN CANADIAN have come to expect in other stores and have it delivered by a 


knowledgeable staff in an attractive store environment that 


provides competitive prices. He’s convinced that without this 


FOLKESTONE TO DATE IS $220,000. 


combination, retailers cannot be successful in the long term. Service 

is critical but, without competitive prices, it won’t be enough to 
keep customers or attract new ones. His biggest challenge, however, is in convincing consumers 
that his prices are not as upscale as his stores. 

“Once you've convinced people on price, you'll keep them with service.” The staff levels in 
Folkestone stores reflect this commitment. In the Northland Village Shoppes location, for example, 
a minimum of four people are always on hand in the 2,800 square foot boutique. And staff are paid 
by salary, not commission, so that customers can have the comfort that comes from knowing that 
undue pressure won't be applied to purchase more than they want or have budgeted. And the 
assistance that’s provided by the in-store professionally trained interior designers is part of the 
package. No fees are charged for their time or work on a customer’s home decorating project. 

The downturn in many retail areas has not affected Greg’s business in any way and he’s firmly 
convinced it’s because all elements of good retail merchandizing play a role in Folkestone’s 
approach - service, price, incredibly attractive stores, knowledgeable staff. 


“The day we start compromising staff is the day we’ve lost our concept.” 


INNOGENICS UPDATE — Featured last year, Innogenics Inc. has, since its genesis as a raw start up in 1990, 
continued its efforts to identify genetic markers inherent in certain forms of breast cancer. The research 
program is on schedule and on budget but is typical of any start up medical technology venture in that 
initial findings must be tested and examined over a lengthy process. The work to date by Dr. Malcolm 
Paterson at the Cross Cancer Institute in Edmonton is pointing to a preliminary validation of the genetic 
theory being explored, but it will take some time before any substantive conclusions can be determined. 


Folkestone Fine Linens is currently located in Calgary's Northland Village Shoppes And Southcnnire Mall This Summer, Folkesione's 


Chinook Mall storefront will be unveiled. “There won't be another store in CanA@ailike it! promises Folkrstont President Greg Dyer: 


“WE'RE CLASSY. WE KNOW OUR PRODUCT. OUR STORES ARE FABULOUS’ YOURE GOING, 10 LOVE THEM. AND) BY THE 


WAY, WE'LL NOT BE UNDERSOLD ON PR 
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THE FORZANI GROUP OF COMPANIES NOW 


BECAME A SHAREHOLDER IN THE FORZANI 


Since 1973, Calgarians have witnessed local football athlete John Forzani build Forzani’s Locker 
Room into a multi-store success story. It surprises many, however, to learn The Locker Room is 
only one of several store concepts within the Forzani Group of Companies — a group that numbers 
72 stores from Victoria to Moncton. 

Forzani’s Locker Room, The Tech Shop, R ‘n’ R the Walking Store, Jersey City, Sun Sports, 
Athlete’s Warehouse and, since early this year, Sport Chek — are all separate and distinct retail 
outlets catering to the separate and distinct needs of the sport /leisure-oriented consumer. 

There are a number of niches within the sport leisure business and the Forzani Group is 
positioned in all of them. Each store identity serves a different market, with very little cross-over in 
product among them. For example, The Tech Shop attracts consumers who are very serious about 
their athletic activities and for whom the important details of 
footwear are form, fit and function — not just fashion. A different 


store within the chain will be of greater interest to those who 


INCLUDES SPORT CHEK AMONG ITS CHAIN OF 


simply want a comfortable shoe that looks great. 


SPORT/LEISURE RETAIL STORES. VENCAP The concept behind Forzani’s strategy works. There are five 


different Forzani stores in one Calgary mall, for example, each 


serving five different customer markets. Each appeals to a specific 


GROUP. IN EARLY 1991 WITH AN INVESTMENT 


customer niche based on needs and price point. The acquisition of 


COMMITMENT OF $7,700,000. Sport Chek has filled the last remaining void — the family sports 


store that’s equipment-oriented. 

The investment by Vencap in the Forzani Group helped facilitate this acquisition. “We traded 
some equity to reduce the risk,” explains John Forzani. The addition of Vencap as a shareholder 
enabled the Forzani Group to pursue the acquisition of Sport Chek without incurring the financial 
burden that would have been associated if debt financing had been obtained rather than equity 
financing. With debt financing comes the burden of servicing that debt, thereby reducing the cash 
flow a company has to do business — from purchasing inventory to maintaining proper staff levels. 

Total staff within the Forzani Group now numbers 700 employees, many of whom are serious 
athletes in their own right who can serve their customers from a practical base of knowledge and 
experience. It’s this people side of the business that requires the most time and attention, says John 
Forzani. “It’s no big deal getting a location and filling it with inventory. It’s the execution that 
counts.” And execution is largely a function of the front-line people serving customers. 

While western Canada is the location of the majority of stores within the Forzani Group of 
Companies, John envisions the network extending across Canada. At present, only Jersey City has 
outlets in eastern Canada. Expansion will be pursued as the company becomes more comfortable 
with its ability to manage a greater number of stores that are geographically distant from home 
base and with completion of a state-of-the-art inventory management system. 

The day will come, of that John Forzani has no doubt. The sport/leisure business of selling 
equipment and clothing is the fastest growing retail area in North America, and has been since 
John first entered it in the mid-’70s. “It’s a dynamic, fast-paced, expanding business in which we’re 


good operators.” 


EFX UPDATE — Featured on these pages last year, EFX Marketing Inc. was unable to withstand the 
competitive conditions that exist in the garment design and manufacturing business, despite the financial 
and management assistance provided by Vencap. EFX was particularly hard hit by the retail downturn 
created from an economic recession. The garment side of EFX’s business was placed into receivership 
during 1990 while the sporting goods distribution of Kemper snowboards and Scott mountain bikes and 
ski equipment was merged with another Vencap portfolio company, First Choice Wholesalers Inc. 
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There are seven separate and distincr retail store identities within The Forzani Grgip) PACHICATERING toldiffeRENT, ATHIEG Needs aNd peice 
points of the customers they serve. In addition to the newly acquired Sport Chek) he RORZANT Network includes: The Tech’ Shop. RW R 


the Walking Store, Jersey City, Forzani’s Locker Room, Sun Sports, and Atlee WAREHOUSE, : 


“EACH STORE IDENTITY IN THE FORZANI GROUP CATERS TO SPEGIFIC CUSTOMER NEEDS. Al FORZANIS TECH SHOP, 
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FOR EXAMPLE, WE DON'T JUST SELL RUNNING SHOES. WE SEUE FOOTWEAR DESIGNED AND CONSTRUCTED FOR FORM, 


FIT AND FUNCTION — AS WELL AS FASHION. KNOWING JHE DISTINCTIONS THAT EXIST FOR ONE TYPE OF FOOTWEAR 


COMPARED TO ANOTHER MEANS HAVING EMPLOYEBS WHO!ARE/ACTIVE SPORT ENTHUSIASIS. Wi TRY AND MATCH 


PRODUCT AND STAFF TO DIFFERENT RETAIL SITUATIONS: OUR STORES HAVE SOME NATIONALLY RANKED ATHLETES — IN 


CYCLING, COMPETITIVE RUNNING, TRIATHLONABADMINTON, SOCGER THEY KNOW WHAT THEYRE SELLING * 
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The Albchem story is multi-faceted. Defined within the industrial / manufacturing sector, 


(fp 

i | Albchem is also a start up company ~ from blueprints to a fully constructed and operational plant 

: in less than one year. It’s a story that combines environmental solutions and economic growth — 

a producing sodium chlorate to replace chlorine in the pulp bleaching process. And it’s the story of 

i two entrepreneurs who have that rare combination of vision and ability to build what should be a 

we highly successful company. 

4 Sodium chlorate is the environmentally preferred alternative to chlorine in the bleaching of 

cs kraft pulp. The pulp and paper industry has committed to substantially reducing the level of 

~ dioxins discharged from the pulp bleaching process. The use of sodium chlorate eliminates these 

> dioxins. Sodium chlorate is made from salt and electricity. No chemicals. No leftover byproducts 
for disposal or landfill — just salt and electricity. And Alberta has 

o ALBCHEM'S NEWLY CONSTRUCTED PLANT AT both, in abundance. 

vs HU rg a OL Kt Vet Driven by this technological change in the pulp and paper 

i industry, the demand for sodium chlorate in North America is 

i EXCEEDS, ALL ALBERTA ENVIRONMENTAL forecast to double from 800 000 tonnes to 1.6 million tonnes over 

(eran 


i REGULATIONS. THAT'S APPROPRIATE SINCE THE the next few years. In Alberta alone, addition of the Alberta Pacific 
wracd mill will increase consumption of sodium chlorate by 14 000 tonnes 
PLANT PRODUCES AN ENVIRONMENTALLY : ley: ; y 

per year. Design of the Al Pac mill is based entirely on using 


PREFERRED ALTERNATIVE TO CHLORINE FOR THE sodium chlorate in its pulp bleaching process. 


f PULP BLEACHING PROCESS. VENCAP'’S INVEST- With construction of the Albchem plant at Bruderheim, Alberta, 
a completed in May, full-scale production of sodium chlorate is 
ill MENT IN ALBCHEM TO DATE IS $6,292,900. 
expected by early summer. On an annual basis, Albchem will be 
I ; ' 
vaca! selling 55 000 tonnes. With the forecast increase in market demand, 
rt the Albchem plant was designed so that plant capacity can be easily doubled. 
A Employment at the now-completed plant numbers 25 full-time people, most of whom were 
a hired locally. Construction of the facility itself involved 110,000 man-hours of work. Almost all of 
? the construction was contracted to Edmonton-area firms as well, pumping an estimated $3.5 
million in construction wages into the region’s econorny. 

= 
a AMPTECH UPDATE — Featured on these pages last year, AMPTECH Corporation undertakes precision 

‘ injection-molding of plastic components for the telecommunications, electronics, aerospace and defense 
ie industries from its northeast Calgary plant. Having achieved the $11 million revenues forecasted last year, 
a4 AMPTECH is on target to record the same volume of sales this year despite the very serious affects of the 


recession on AMPTECH’s customer base. As such, the remainder of the year may be more difficult than 


| 

anticipated although AMPTECH still projects an increased growth performance over last year. The 

) company is concentrating on effecting greater efficiencies in its production capabilities and on generating 
m increased customers. 


PT| UPDATE — Featured last year, PTI Group Inc. has continued the growth forecasted — more than 
doubling its 1989 revenues of $25 million to $56.5 million in 1990, This from a company that was recording 
$10 million in revenues when Vencap first invested in 1984. John Hokanson, Chairman and Chief Executive 
Officer of PTL, also has been named Entrepreneur of the Year by the Association of Canadian Venture 


Capital Companies. As well, PTI recently filed for registration with the U.S. Securities and Exchange 
Commission as the first step toward an initial public offering. 


substance, is shipped by rail car or tRUCk. 
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FROM MODEST BEGINNINGS WITH 70 


EMPLOYEES, WESTRONIC NOW OPERATES 


Upon entering a dark room and reaching for the light switch, one knows instinctively, without 
question, that it will ‘work.’ The lights will turn on. This fundamental belief in what has become a 
way of life is aided by technology such as that developed by Westronic Inc. 

People’s reliance on electrical power has grown over the decades in proportion to the vast, 
complex power distribution systems built to provide it. Within these systems, utility companies 
must also have the ability to instantaneously and continuously monitor the voltage to ensure it is 
being routed safely and efficiently. Westronic’s unique brand of technological expertise has 
provided them with that ability. 

Designer and manufacturer of RTUs - remote terminal units — Westronic has grown from a 
small 30-employee company eight years ago to one with 160 employees worldwide. Its customers 
are among the largest electrical power companies in the world, 
from countries such as the United States, Spain, Australia, 
Thailand, Hong Kong, Finland, Denmark, Iceland, Venezuela. In 


fact, the only continent in which Westronic has yet to do business 


WORLDWIDE WITH AN EMPLOYEE BASE OF 160 is Africa. In Canada, Westronic customers include: TransAlta 


PEOPLE. OFFICES ARE LOCATED IN CALGARY, Utilities, Alberta Power, Saskatchewan Power Corp., and hydro 


utilities across the nation. 
TEXAS AND PERTH, AUSTRALIA. VENCAP oa Nun) 
Whatever the region, the distribution of electrical power 
ORIGINALLY INVESTED IN WESTRONIC IN 1982, crisscrosses the geography on highly complex grids designed to 


WITH A TOTAL INVESTMENT IN THE COMPANY TO carry certain voltages in a specific manner and according to 


organized patterns. Any change, interruption, failure or other 


DATE OF $2,448,872. 


disruption to that distribution must be known as it occurs or, at the 
latest, in milliseconds. 

Installed in electrical substations, Westronic RTUs operate in a ‘real time environment,’ the 
closest equivalent to the human thought process that exists. It is the difference between a dumb 
computer and a smart one. In addition to their basic monitoring functions, RTUs process the 
information they’re monitoring, synthesize it to instantly determine the problem that exists, and 
act on it immediately by issuing the right computer commands to correct the situation — all the 
time relaying what is occurring to the customer’s central computer headquarters. 

This instantaneous trouble-shooter has been further refined by Westronic. A new generation of 
RTU currently being field tested will be installed directly onto power poles and further improve 
the ability to identify, locate, and fix a power distribution problem, particularly if a work crew 
must be dispatched to the site. 

Headquartered in Calgary, Westronic also serves customers in the oil and gas and telecom- 
munications industries as they, too, require similar remote monitoring capabilities. Companies 
such as Shell, BP, Bell, Sprint, Unitel and Telecom Canada. The equipment that is designed and 
manufactured for each customer in any industry is tailor-made to its specifications and 


requirements. Accordingly, costs can range from $2,000 to $200,000 depending on the size and the 


“amount of smarts built into it.” 


IDACOM UPDATE — Featured on these pages last year, IDACOM Electronics Ltd. attracted the interest of 
Hewlett Packard (Canada) Ltd. in 1990. IDACOM represented a natural fit to Hewlett Packard’s core 
business and, as a result, was acquired from all private investors, including Vencap. A gain of $2,742,000 
was recorded by Vencap in the sale of its investment in IDACOM. Vencap’s original investment in the 
company occurred in 1985. The gain represents a 26% annualized return on investment. 
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“PEOPLE LIVING IN RURAL AREAS ARE USUALLY THOSE TO EXPERIENCE! 


THEY'RE CALLED. THE NEWEST GENERATION OF RTU DEVELOPED BY WESTRONIC WILL SHORTEN THE VENGTH OF TIME ; 
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1990 - 91 Economic ENVIRONMENT 
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1990 - 1991 (Vencap Fiscal 
Year) 


The Canadian economic recession has been well documented, as has Alberta’s relative stability. 
While the majority of Vencap’s venture portfolio companies have their base of operations in 
Alberta, they sell into national and international markets, and are subject to the downturns of their 
markets. 

In a recession, banks tighten credit. Many businesses, including some companies in our 
venture portfolio, are negatively affected. Companies need funding, particularly equity. Vencap 
benefits, as we are presented with more opportunities, at more advantageous pricing, as more 
companies seek equity financing. 

Asa recession lengthens, interest rates decline. The 3.5% rate decline in the year provided 
welcome relief to the venture portfolio companies. On the other hand, Vencap’s marketable 
security portfolio was partially reinvested at the same lower rates, thereby reducing the income 


earned on this portfolio. 


1991 Operating Results 


Fully diluted figures, using a 


$2.50 debenture 

CONVERSION PRICE - 

EARNINGS PER COMMON SHARE 

$ .10 

NeT ASSET VALUE PER COMMON SHARE 
$7.95 


Fully diluted earnings per common share declined to $0.10 this year compared to $0.33 last 
year, due mainly to write-offs in the venture portfolio. The net assets attributable to each share 
increased by 6.5%, to $3.95 at March 31, 1991, from $3.71 at March 31, 1990, on a fully diluted basis. 


This net asset value represents the underlying value of Vencap to its shareholders. 


1991 Stock Market Activities 


Vencap’s common share price closed the year at $2.30, up 7% from the price of $2.15 a year ago. 
The 12% convertible debentures were listed on The Alberta Stock Exchange in September, 1990, to 
allow debenture holders easier access to current pricing and trading. The debentures were trading 
at $111 per $100 principal amount on March 31, 1991, up from $108 a year earlier. We continued to 
address the issues of the potential heavy dilution on issued shares, and the thin trading market for 
Vencap shares, by undertaking Normal Course Issuer Bids to purchase Vencap’s 12% convertible 
debentures and common shares in the open market. At March 31, 1991, Vencap had purchased 
360,135 of its common shares as well as debentures with a face value of $3,957,000 (equivalent to 


1,582,800 common shares at the current conversion price of $2.50). 


INCOME STATEMENT Review 


Net income declined sharply for the year ended March 31, 1991, to $1,327,000 from $6,291,000 a 
year earlier. The decline is directly attributable to write-offs and losses on disposition within the 
venture portfolio, partially offset by a reduction in interest on the Province of Alberta loan. 

Vencap recorded permanent impairments against three venture investments in fiscal 1991. 
Previously reported this year was the impairment of $7,250,000 on Myrias Research Corporation. 
On March 28, 1991, a receiver was placed in Skian Clothing Corporation Inc. (formerly EFX 
Marketing Inc.) resulting in the write-off of $700,000. During the fourth quarter, BTCI Group Ltd. 


decided to wind down its operations. A permanent impairment of $2,500,000 has been recorded to 


Revenue Components ( $millions) 
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— Venture INVESTMENT 
NeT Gains & losses 

— —VEeNTURE INVESTMENT 
dividend & interest income 

——Markerable Securities 
dividend & interest income 


reflect the discontinuation of the biotechnology research programs. Additional losses of $4,711,000 
were recorded on the disposition of three other venture investments reported during the year: 
Western Cartage & Storage (1962) Ltd., Computalog Ltd. and BioTechnica International, Inc. 

Vencap made several significant gains on divestitures from its venture portfolio during the 
year. Our investment in Simborg Systems Corporation was sold to Bell Atlantic for a profit of 
$194,000, and a 63% annualized return on investment. Our holdings in S.N. Hanson Group 
Enterprises Ltd. were repurchased by the company netting a profit of $497,000, for an annualized 
return of 19%. IDACOM Electronics Ltd. was sold to Hewlett Packard (Canada) Ltd. Our share of 
the gain was $2,742,000, or a 26% annualized return on investment. 

Marketable securities earned $20,060,000 of interest and dividends during the year, for an 
average yield of 10.1%. 

Operating costs increased during the year. Additional staff was added as a direct result of the 
hectic pace of activity within the venture portfolio. The number of early stage companies added to 


the portfolio during the last two years has placed greater demands on Vencap’s resources. 


Balance Sheet Analysis 


Venture INVESTMENTS 

Number of Companies 

March 71,1990 a7 
New INvesTMENTS 10 
Dispositions (7) 


Full Permanent Impairment (2) 
March 21, 1991 78 


Total Gross Venture 


Porttolio $92.3 million 
Allowance (4.7) million 
Net Carrying 


Value of Portfolio $87.8 million 


($millions) 
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— Marketable Securities 
(long Term) 

— Marketable Securities 
(short TERM) 


Marketable securities consist solely of the highest quality publicly traded preferred shares and 
government-backed securities. These securities totalled $192,885,000 at March 31, 1991, a reduction 
of $10,840,000 from a year earlier. The funds were used to invest in venture opportunities during 
the year. The marked shift to maturities occurring within one year reflects a decision to shorten 
terms in the money market, as well as the fact that certain preferred shares mature in 1992. The 
average term for marketable securities maturing within one year was 171 days, while the average 
term for securities maturing after one year was 3.5 years. 

During the year ended March 31, 1991, a total of $26,838,000 was invested in venture activities. 
The investments were funded from operations, from the proceeds on disposition of venture 
investments and from the drawdown of the marketable securities. The venture portfolio closed 
the year with 38 companies having a net carrying value of $87,790,000, after subtracting the 
allowance of $4,500,000 that is provided against the portfolio. 

New investment activity was at or near peak levels throughout the year. In excess of 440 
business opportunities were reviewed by Vencap’s eight investment professionals. After extensive 
negotiation and due diligence, investments were made in 10 of those companies. 

Vencap’s investment professionals spent more time working with the venture portfolio than 
ever before. A major concentration was ensuring that the portfolio companies had an operating 
strategy in place that prepared them for a recessionary economy. For certain of the other affiliates, 
it was determined that expansion was the appropriate opportunistic strategy. Additional 
investments were made in 11 existing ventures. 

The allowance for unrealized gains (losses) was reduced by $2,000,000 at March 31, 1991, to 
$4,500,000, after removing Myrias, the BICI Group and Skian from the allowance and reflecting 
the appropriate losses. 

Long-term debt was reduced by $3,959,000 during the year. Vencap commenced a Normal 


Course Issuer Bid for its 12% convertible debentures in September, 1990, and completed the 


purchase of the allowed 10% of principal shortly after year-end. The purchase and cancellation 
will reduce the ongoing annual cost of servicing debt by $475,000, and removed 1,582,800 common 
share equivalents from the potential common share pool. A premium of $427,000 for the 


debentures purchased was expensed in the year. 


Shareholders’ Equity 


Shareholders’ Equity 


March 71, 1991 - $48.7 
million compared to $4.0 


million ar Vencap’s inception 


Fiscal 1992 


Fully diluted figures, using a 
$4.00 debenture 
CONVERSION PRICE - 

EARNINGS 

per common share $ .14 
NET ASSET VALUE 


per common share $9.20 


Vencap paid its first dividend, $0.07 per common share, during the year. We intend to continue 
to share a portion of the increasing equity base with our shareholders. 

Shareholders’ equity was reduced by the premiums paid under the Normal Course Issuer Bid 
for common shares. A total of 360,135 common shares were purchased to March 31, 1991, at an 
average price of $2.31. A further 57,295 shares were still eligible to be purchased by Vencap after 


year-end. 


As the new year begins, Vencap is well positioned for the future. Our marketable securities 
portfolio of $192,885,000 represents nearly one-third of all capital available for venture investments 
in Canada. Vencap is recognized as one of the major equity venture investors in Canada. We are 
well positioned to be presented with a strong flow of excellent investment opportunities. 

Recovery of the Canadian economy will present expanding market opportunities to our venture 
affiliates, a surge of investment opportunities to Vencap, and a possible improvement in yields on 
our marketable securities. 

Vencap has added 21 affiliates to its venture portfolio in the last 24 months. Our portfolio is 
relatively young. We must dedicate increasing resources to these companies in order for them to 
succeed and become significant, and profitable, business enterprises. Additional personnel will be 
required to carry out the assigned task. 

On July 3, 1991, the conversion price on the convertible debentures increases from $2.50 to $4.00 
per common share. Approximately 5,400,000 shares will be removed from the calculations of 
earnings per share and net asset value per share on a fully diluted basis when the conversion price 
increases. If the conversion price had been $4.00 per share at March 31, 1991, fully diluted 
earnings per share would have increased by $0.04 per share and fully diluted net asset value per 
share would have increased by $1.25 per share. We are not able to predict how the share or 
debenture trading price will adjust in reaction to the July 3, 1991, debenture conversion price 
increase. 

Management will continue to adjust Vencap’s financial and capital structure in response to 
changing demands from the marketplace. Foremost in our minds, and the major task at hand, is to 
continue to find and invest in the best available investment opportunities, to make every effort to 


assist in the growth of these investments, and to capitalize on divestiture opportunities as they 


arise. 


Management's Reporting Responsibility 


The accompanying financial statements of Vencap Equities Alberta Ltd. and all information in 
this annual report are the responsibility of management and have been approved by the Board of 
Directors. 

The financial statements have been prepared by management in conformity with Canadian 
generally accepted accounting principles. The financial statements include some amounts that are 
based on best estimates and judgments. Financial information used elsewhere in the annual report 
is consistent with that in the financial statements. 

Management of the corporation, in furtherance of the integrity and objectivity of data in the 
financial statements, has developed and maintains a comprehensive system of internal accounting 
controls. Management believes that this system of internal accounting controls provides 
reasonable assurance that financial records are reliable and form a proper basis for preparation of 
financial statements and that assets are properly accounted for and safeguarded. The internal 
accounting control process includes management’s communication to employees of policies which 
govern ethical business conduct. 

The Board of Directors carries out its responsibility for the financial statements in this annual 
report principally through its Audit Committee, consisting solely of outside directors. The Audit 
Committee reviews the corporation’s annual financial statements and recommends their approval 
to the Board of Directors. The shareholders’ auditors have full access to the Audit Committee, with 
and without management being present. 

The financial statements have been examined by the shareholders’ auditors, Price Waterhouse, 
Chartered Accountants, and their report is presented herein. 
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R.A. (Sandy) Slator Ian T. Morris 
President and Chief Executive Officer Chief Financial Officer and Secretary 


Auditors’ Report 
April 25, 1991 


To the Shareholders of 
Vencap Equities Alberta Ltd. 


We have audited the balance sheet of Vencap Equities Alberta Ltd. as at March 31, 1991 and the 
statements of income, changes in financial position and changes in shareholders’ equity for the 
year then ended. These financial statements are the responsibility of the company’s management. 
Our responsibility is to express an opinion on these financial statements based on our audit. 

We conducted our audit in accordance with generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by management, 
as well as evaluating the overall financial statement presentation. 

In our opinion, these financial statements present fairly, in all material respects, the financial 
position of the company as at March 31, 1991 and the results of its operations and the changes in 
its financial position for the year then ended in accordance with generally accepted accounting 
principles. 
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Chartered Accountants 
Edmonton, Alberta 


wey 


The ‘Balance Sheer’ shows 
Vencap’s financial 
condition at fiscal year- 
end and the proportion 
of debr to assets THAT 
exists, Nore references 
refer to derail on the 
composition of dollar 
AMOUNTS ANd describe 
changes in balances 
during the year. 


ASSETS 


Assets ARE Comprised 
principally of markerable 
securities aNd the 
COMPANY'S VENTURE Capital 
portiolio. 


Markerable securities art 
the funds available for 
VeENCAP TO INVEST i 
VENTURE CApital 
opportunities and which 
currently are deposited in 
bonds and preferred 
shares with minimal risk 
EXPOSURE. 


The major risk is in 11 
venture portfolio. This 
AMOUNT Reflects TH 
original cost ro VeNcap 
adjusted for CERTAIN 
potential unrealized Gains 
or losses as described i 
Note |. The venture 
iNvestMENT porttolio is 
detailed on pages 4 and 9 
of this annual Report. 


LIABILITIES AND 
SHAREHOLDERS’ 
EQUITY 


The company has minimal 
current liabilities, all of 
which arise in the ordi- 
NARY Course Of business. 


Long-term debr relates to 
the original public 
offering. The 12% 
convertible debentures, 
issued As part of the 
original common share 
and convertible debenture 
units, ARE Nor REpayAble 
until 1998. The 
Province of Alberta loan 
is reduced by $1,000 
each year until 2007, 
WHeN payments of 
$15,000,000 
COMMENCE. INTEREST ON 
this loan is paid annually. 


Shareholders’ Equity 
records THE NET ASSET 
value ACCUMULATING ON 
behalf of the 
shareholders. The 
company began in 198 
with $4,000,000 of 
share capital. The 
current $48,717,000 
of equity is AN 
ACCUMULATION Of EARNINGS 
adjusted for orher capital 


distributions, including 
dividends. 


BALANCE SHEET 


March 31 
1991 1990 
ASSETS (thousands) 
Current assets: 
Cash $ 138 $ 278 
Accounts receivable (Note 2) 4,591 6,252 
Income taxes recoverable 965 290 
Marketable securities maturing within 
one year (Note 3) 106,889 50,500 
112,583 57,320 
Marketable securities maturing after 
one year (Note 3) 85,996 59225 
Venture investments (Note 4) 87,790 82,457 
Other assets (Note 5) 1,041 1,067 
$ 287,410 $ 294,069 
Liabilities and Shareholders’ Equity 
Current liabilities: 
Accounts payable $ 897 $ 832 
Accrued interest payable 1,763 6,761 
2,660 7 DIS 
Long-term debt: 
Convertible debentures (Note 6) 36,042 40,000 
Province of Alberta loan (Note 7) 199,993 199,994 
236,035 239,994 
Shareholders’ equity 48,715 46,482 
$ 287,410 $ 294,069 
Net asset value per common share (Note 10): 
Basic Go A240 $ 10.60 
Fully diluted $ 3.95 ¢ 3.71 


APPROVED ON BEHALF OF THE BOARD: 


SOU uy ay Director Oe ae Director 


This statement Records 
income ANd expenses for 
the year. Income is 
derived from two sources 
— the venture portfolio 
and the marketable 
SECURITIES. 


A sale of A VENTURE 
INVESTMENT RESULTS iN 
income, being a Gain oR 
loss. CERTAIN VENTURES 
pay interest oR dividend 
income. Since 1987, 
Vencap has earned $19.8 
million in interest ANd 
dividend income from the 
COMPANIES IN ITS VENTURE 
portiolio. A peRMANeNt 
IMPAIRMENT is RECORdEd as 
NEGATIVE INCOME TO Reflect 
AN irreversible loss in the 
value of A VENTURE 
INVESTMENT Without THe 
actual sale of the 
INVESTMENT. 


Income from marketable 
securities is principally 
INTEREST OR dividends, 
althouGh a Gain or loss 
may occur if A SECURITY is 
sold before its maturity. 


Expenses Represent the 
cost 10 Vencap of doing 
business and include the 
amount that Vencap will 

PAY AS INTEREST ON iTS LOAN 
from the Province of 

Alberta. Since 1987, 
Vencap Has paid $91.9 
million in interest To THE 

PROVINCE. 


The difference between 
INCOME ANd EXPENSES, 
adjusting for income 
TAXES, iS NET INCOME. 


STATEMENT OF INCOME 


Year Ended March 31 
1991 1990 
(thousands) 
Venture investments: 
Interest and dividend income $ 2,383 $ 3,665 
Gains on disposition 3,447 ~ 
Losses on disposition (4,711) (232) 
Permanent impairment of value (10,450) (5,000) 
Marketable securities: 
Interest and dividend income 20,060 21,341 
Losses on disposition (174) ul (18) 
10,555 19,756 
Expenses: 
Interest on Province of Alberta loan 709 5,591 
Debenture interest and premium 5,090 4,800 
Operating 4,047 3,479 
Reorganization - erent 
9,846 i 14,165 
Income before income taxes 709 5,591 
Recovery of income taxes (Note 9) (618) e200): 
Net income $1,327 $ 6,291 
Earnings per common share (Note 10): 
Basic $ 0.31 $. 1.43 
Fully diluted $ 0.10 $ 0.33 
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While the ‘Balance Sheer’ 
shows THE Company's 
financial position AT yeAR- 
end and the ‘Starement of 
Income’ shows the ner of 
REVENUES less Expenses, THE 
‘Statement Of CHANGES iN 
Financial Position’ 
illustrates how the 
financial resources of the 
COMPANY WERE GENERATE 
and used, and the closing 
cash position of the 
COMPANY. 


Cash provided by (used 
for) 


OPERATIONS 

reflects Ner Income, 
Adjusted for changes THAI 
did not involve the outlay 
of funds. 


Cash provided by (used 
for) 


FINANCING 

relates specifically ro 
CHANGES in Vencap’s 
financial srRUCTURE O 
COMMON shares, 
convertible debentures, 
and the Province o 
Alberra loan. These items 
include events such as the 
purchase And cancellatio 
of both common shares 
and debentures. 


Cash provided by (used 
for 


INVESTMENTS 
reflects the cash inflows 
and outflows relating To 

both VENTURE TRANSACTIONS 
aNd marketable securities. 


STATEMENT OF CHANGES IN FINANCIAL POSITION 


Year Ended March 31 
1991 1990 
(thousands) 
Cash provided by (used for): 
Operations: 
Net income id el Ieee? $ 6,291 
Items not involving the outlay of cash - 
Depreciation 161 146 
Premium on purchase of debentures 427 = 
Venture investments - 
Gains on disposition (3,447) - 
Losses on disposition 4,711 232. 
Permanent impairment of value 10,450 5,000 
Marketable securities - 
Losses on disposition 174 18 
13,803 11,687 
Net changes in working capital balances - 
Income taxes recoverable (675) (2,189) 
Accounts receivable 1,661 (1,505) 
Accrued interest payable (4,998) (5,273) 
Other (69) 154 
722 2,874 
Financing: 
Purchase and cancellation of common shares (842) - 
Issuance of Class B preferred shares 53 50 
Purchase and cancellation of debentures (4,384) - 
Dividends (307) - 
Province of Alberta loan (1) (1) 
(5,481) 49 
Investments: 
Venture investments, net of return of capital (25,432) (16,657) 
Proceeds on disposition of venture investments 10,386 538 
Marketable securities 10,665 13,643 
(4,381) (2,961) 
Decrease in cash (140) (38) 
Cash, beginning of year 278 316 
Cash, end of year C188 Ceo 


This starement Records 
chances in shareholders’ 
EQUITY OVER A TWO-YEAR 
period. 


The inclusion of Net 
Income within 
Shareholders’ Equity 
illustrates THAT EARNINGS 
accumulated OVER Time 
ACCRUE TO THE 
shareholders. 


The decrease in the 
Allowance is of particular 
INTEREST iN That it 
REPRESENTS THe Reduced 
risk that Vencap believes 
To be associated with its 
VeNTURE INVESTMENT 
portfolio at March 71, 
JON, 


Share account balances 
comprise the capital 
originally committed by 
the shareholders, as well 
AS ANY TRANSACTIONS 
between Vencap and its 
shareholders. 


STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY 


Allowance For 


Class B Unrealized Gains And 
Preferred Common Retained Losses On Venture 
Shares Shares Earnings Investments Total 
(thousands) ‘ “) 

Balance, March 31, 1989 $450 $4,058 $42 133 $(6,500) $40,141 
Net income for the year ~ - 6,291 _ 6,291 
Share transactions: 

Issued 50 ~ - — 50 

Converted (296) 296 ~ - - 
Balance, March 31, 1990 204 4,354 48,424 (6,500) 46,482 
Net income for the year - — 1327) - 1,327 
Dividends 

($0.07 per common share) ay A (307) yy (307) 
Decrease in allowance for 

unrealized gains and losses 

on venture investments _ - = 2,000 2,000 
Share transactions (Note 8): 

Issued 54 - - = 54 

Purchased and cancelled - (369) (473) - (842) 

Converted (9) 9 ~ = = 

Debenture conversion - 1 _ - 1 
Balance, March 31, 1991 $249 $3,995 $48,971 $48,715 


$(4,500) 


Comsease 


jane 
| 


oem 


MARCH 71, 199] 


= 1. Summary of significant ACCOUNTING policies: 


Marketable securities - 


Marketable securities maturing within one year, consisting of bonds and preferred shares with 


predetermined maturities, are recorded at cost. 


Marketable securities maturing after one year are recorded at cost unless there has been a permanent 


impairment in value. A loss associated with a permanent impairment would be reflected in the statement of 


income. 


Venture investments - 


Venture investments having quoted market values and which are publicly traded on a recognized 


exchange are recorded at values based on the quoted market prices at the balance sheet date. 


Venture investments not having quoted market values are recorded at directors’ estimates of fair value. 


Fair value is defined as the expected realization if venture investments were disposed of in an orderly 


distribution over a reasonable period of time. 


Realized gains or losses on disposition of venture investments, together with losses incurred when the 


value of investments has been permanently impaired, are recorded in the statement of income. Unrealized 


gains or losses in the value of investments, net of applicable interest on the Province of Alberta loan and 


income taxes, are reflected as a separate element in the statement of changes in shareholders’ equity. 


The valuation procedure includes preparation by management, on a quarterly basis, of a written summary 


of the status of each venture investment. The Audit Committee reviews each investment to determine its 


carrying value, and the Board of Directors approves the final valuation. The valuation process includes 


inherent uncertainties and the values determined might differ from values that would have been obtained had 


a ready market existed for disposing of the investments. 


2. ACCOUNTS RECEIVAbLE: 


uz 


1991 1990 
(thousands) 

Interest and dividends receivable from - 
Marketable securities maturing within one year $ 1,683 $ 1,782 
Marketable securities maturing after one year 2,384 3,690 
Venture investments 308 639 
Other 216 141 
$ 4,591 $ 6,252 


3. Marketable securities: 


Maturing within one year - 


A VENTURE INVESTMENTS: 


1991 1990 
Market Market 
Cost Value Cost Value 
(thousands) 
Government bonds $ 11,842 $ 11,910 $16,500 $16,252 
Term deposits 48,554 48,555 34,000 34,000 
Preferred shares 46,493 46,500 = - 
$106,889 $106,965 $50,500 $50,252 
Maturing after one year - 
199] Ames) 
Market Market 
Cost Value Cost Value 
(thousands) 
Government bonds $60,085 $61,150 $ 69,430 $ 65,142 
Preferred shares 25,911 DISS 83,795 80,023 
$85,996 $83,473 $153,225 $145,165 
Venture investments are held in the following instruments - 
1991 1996 
(thousands) 
Preferred shares $44,569 $46,554 
Common shares SH TKS 39,714 
Loans 9,969 2,689 
92,290 88,957 
Allowance for net unrealized gains and losses (4,500) (6,500) 
$87,790 $82,457 
Most of the preferred shares include rights to convert to common shares. 
During the year, venture investments increased as follows - 
i1GQ) 1990 
(thousands) 
New investments $26,838 $17,698 
Return of capital (1,405) (1,041) 
Dispositions, at cost (11,650) (285) 
Permanent impairment of value (10,450) (5,000) 
3,333 eee 
Decrease in allowance for unrealized gains and losses 2,000 > 
$ 5,333 $11,372 
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5. Other Assets: 


1991 1990 
i (thousands) 
Fixed assets, at cost less 
accumulated depreciation $ 547 $ 567 
Employee share purchase loans ‘ 494 500 
$1,041 $1,067 


The share purchase loans are provided interest-free to employees in connection with their purchase of Class 
B preferred shares. The loans are secured by demand promissory notes and the related shares, and are 
repayable at the earliest of demand by the company, 10 years from the date of issue, sale of common shares 


received upon conversion, or termination of the employee’s employment. 


6. Convertible debentures: 


The convertible debentures, due July 2, 1998, bear interest at 12% per annum payable semi-annually on the 
second day of January and July in each year. The debentures are convertible at the option of the holders into 
common shares as shown in the following table. 


Total Common 


Conversion Shares Issued 
Price Per If All Debentures 
Common Share Converted 
Up to July 2, 1991 $2.50 14,416,800 
From July 3, 1991 to maturity $4.00 9,010,500 


Under the terms of a Normal Course Issuer Bid dated September 13, 1990, the company purchased for 
cancellation debentures with a face value of $3,957,000 at a cost of $4,384,000. The premium of $427,000 on 


purchase of the debentures has been charged against income. 


7. Province of Alberta loan: 


The Province of Alberta loan is to be repaid in instalments of $1,000 each year through to 2002 and 
$15,000,000 in each of the years 2003 to 2012 inclusive, with the balance due in 2013. Interest is calculated as a 
percentage of the company’s pre-tax income, defined as income before deducting income taxes, and excluding 
interest on the Province of Alberta loan and interest on any debt subordinated to the Province of Alberta loan. 
Interest continues to be payable from 2013 to 2033 at the rate of 10% of pre-tax income, as defined above. 

The loan is secured by a debenture which provides for a fixed charge on securities owned by the company 
having an aggregate book value of $175,000,000. The debenture also provides for a floating charge on all the 
company’s assets and an assignment of receivables. 

The Province of Alberta has an option to purchase up to 4,000,000 Special Shares at a price of $1.00 per 
share. Any number of Special Shares, if issued, would have 20% of the total number of votes attaching to all 


shares eligible to vote at meetings of the shareholders. 


8. Share capital: 


1991 1990 
Authorized - (thousands) 


Unlimited number of Class A preferred shares 
Unlimited number of Class B preferred shares 
Unlimited number of Special Shares 


Unlimited number of common shares 


Issued - 
16,600 Class B preferred shares 
(1990 - 14,100) $ 249 $ 204 


3,893,865 common shares 
(1990 - 4,248,600) 3,995 4,354 
$4,244 $4,558 


The company has designated 50,000 non-voting Class B preferred shares - Series 1 for purchase by 
employees. Each share can be converted into 10 common shares and is entitled to receive dividends equal to 
ten times the amount of cash dividends declared on each common share. During the year ended March 31, 
1991, 3,000 Class B preferred shares - Series 1 were issued for cash of $54,000, and 500 shares were converted 
into 5,000 common shares. 

In addition, during the year ended March 31, 1991, debentures with a face value of $1,000 were converted 
into 400 common shares. 

Under the terms of a Normal Course Issuer Bid dated September 13, 1990, the company purchased for 
cancellation 360,135 of its common shares at a cost of $842,000. The excess of the purchase price over carrying 
value, in the amount of $473,000, was charged to retained earnings. The company intends to purchase the 


remaining balance of 57,295 shares prior to the expiry of the Normal Course Issuer Bid on September 12, 1991. 


9. INCOME TAXES: 


The provision for income taxes differs from the amount computed by applying the combined federal and 


provincial income tax rate to income before income taxes. The differences are as follows: 


1991 1990 0h 
(thousands) 
Income before income taxes $ 709 i $ 5,91 
Combined federal and provincial income tax rate OUT hey 43.84% 
Computed provision for income taxes $ 311 $ 2,451 
Increase (decrease) in income taxes resulting from - 
Non-taxable dividend income (3,698) (4,232) 
Non-taxable portion of capital losses 871 750 
Items charged to operations not currently deductible 2,119 193 
Prior years’ adjustment (457) = 
Tax on large corporations ‘ e286: ; eee re 
Recovery of income taxes $ (618) $ (700) ; 


The company has allowable capital losses of approximately $1,500,000 which may be carried forward 
indefinitely to reduce future taxable capital gains. The potential benefit of these losses has not been recognized 


in the financial statements. 


10. Earnings and net asset value peR COMMON SHARE: 


The calculation of basic earnings per share is based on the weighted average number of common and Class 
B preferred shares outstanding during the year. 

Fully diluted earnings per share considers the dilutive impact of the conversion of the convertible 
debentures (Note 6) and the exercise of the Province of Alberta Special Share option (Note 7), as if such events 
had occurred at the beginning of the year. 

Basic net asset value per share is calculated based on the number of common and Class B preferred shares 
outstanding at the end of the year. The calculation of fully diluted net asset value per share reflects the dilutive 
effect of the conversion of the convertible debentures and exercise of the Province of Alberta Special Share 


option. 


11. Contingencies ANd COMMITMENTS: 


Amounts totalling $984,000 have been placed into escrow on the disposition of venture investments. Any 
amounts received by the company will be included in income when the escrow conditions are satisfied. 

As a condition of disposition of a venture investment during the current year, the company may be liable 
for certain environmental clean-up costs. The amount of any payment which may be required cannot currently 
be determined, but is not expected to be significant. 

The company is a defendant in a number of legal actions. Management is of the opinion that there will be 
no material liabilities arising from these actions. 

The company is committed for rental of office space in the amount of approximately $135,000 for each of the 
next five years. 
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